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GLOBAL FINANCE: Welcome. Please
tell us a little about your organizations.

MARY BAKER BALADY, senior vice
president, global custody executive, JP-
Morgan Worldwide Securities Services: If
we look today at what’s changed in the
industry, what our clients are asking for,
it’s clear there are some keys to success.
Having scale and experience is the mini-
mum “ticket to play” in the custody
game. The scale of a JPMorgan means
that clients can come to one firm for all
their needs, and that is key in today’s mar-
ketplace. JPMorgan has been in the busi-
ness for a long, long time—some client
relationships date back to 1933—and we
coined the phrase “global custody” in
1974.We offer deep and extensive expe-
rience that no smaller firm can.And our
client focus is not just talk; we have client
coverage that is second to none. Our
clients and their needs are complex, and
it’s through our experience, our focus on
innovation and our technology that we

can deliver to them.Technology is incred-
ibly expensive;whether you’re on the buy
side or sell side, to meet the changing
marketplace, to meet some of the new
regulations, it’s critical to invest in tech-
nology. So again, by being part of a large-
scale business and an even larger parent
company, JPMorgan, it enables us to have
the financial wherewithal and the innova-
tion to focus on ways to help our clients
help their clients.
BETH FORTIER, vice president, JP-
Morgan Network Management: We’re
fortunate in having the ability to leverage
our technology to deliver information
through our client-facing websites, as well
as our position across the globe to deal
with clients on a daily basis through dia-
logue around the key issues and chal-
lenges they’re facing.We have a number
of leadership positions in the industry.For
example, we have been appointed as an
expert adviser to the European Parlia-
ment on clearing and settlement, and
we’re called on a regular basis to assist

with formulating new regulations in local
markets. It’s our goal to create client-cen-
tric solutions—to really understand what
our clients desire—and get in front of
them and create those solutions where
they don’t exist today.
FEDERICO VIOLA, relationship man-
ager, securities products, Banca Intesa:
Service-wide, Banca Intesa is a leading
player on the Italian market and may be
the sole indigenous group able to provide
the whole range of transaction-based ser-
vices via a unified business structure, en-
compassing product development, client
relationships, operations. We can count
on a sophisticated and flexible IT plat-
form, fully integrated with the custody,
settlement, cash and in-house treasury
functions.These factors allow our clients
to rely on a unique, synergic, dedicated
transactions service environment. We
provide a full range of products, including
sub-custody and clearing, to a wide client
base such as mutual funds, pension funds,
banks, global custodians, ICSDs, broker-
dealers.We leverage our local and market
expertise on their behalf.We have differ-
ent categories of clients with different
needs. Global custodians and financial in-
stitutions—mainly insurance companies,
mutual funds and pension funds—have
different needs, but they have something
in common: They want responsiveness,
craftiness, efficiency and attention to cost
savings.
WILL GIBSON, chief operating officer
and chief financial officer, New York Life
Investment Management:We have a vari-
ety of clients—mutual funds, the insur-
ance company itself, pension funds, high-
net-worth individuals and 401(k)
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clients—for whom we are acting as the
investment management. The place
where we do our best is to “chase alpha.”
We are able to get a better return for our
clients because of our investment capabil-
ities, but if it were not for our custodians
and our service providers, whatever alpha
we would be able to generate from our
investment activity would be eaten away
because of inefficiencies in back-office
operations and the market.Our custodian
providers help us in terms of facilitating
clearing, in settlement, in custody, as well
as helping us with our technology.
PAT CURTIN, executive vice president,
head of the investor services businesses,
The Bank of New York: I believe this in-
dustry is still on the brink of a very sig-
nificant change.While a lot of change has
happened in this industry over the past
five years, I think the change we’ll see in
the next five years is going to dwarf it.
There is still significant overcapacity in
the global custody industry. There are
perhaps eight truly global providers. In
five to seven years that probably won’t be
more than four players. Margins in this
business have compressed; it’s got all the
characteristics of an oligopoly while at
the same time it has some of the charac-
teristics of a highly commoditized busi-
ness, making it more difficult for each of
us to differentiate ourselves. Also, while
technology is incredibly important and
capital spending has been on the rise as it
relates to technology, I believe technolo-
gy is not and cannot create a sustainable
competitive advantage for any one
provider. When you add all those things
together, the landscape of the industry has
no choice but to change.
BAKER BALADY: If you don’t have
the scale, you can’t invest in innovation,
you can’t invest in the technology, and
that’s going to be critical in this changing
marketplace. Also, it’s not just the tech-
nology:We are high tech, but we are still
high touch. Speaking of change, one of
the avenues that we’ve pursued is sup-
porting our clients who are chasing al-
pha.We anticipated this several years ago,
and we can now offer an integrated solu-

tion, whether it be derivatives or hedge
fund servicing; our purchase of Tranaut
showed our leadership in this area.We’ve
also led innovations in products and ser-
vices like JPMorgan VIEWS, which is
now the best in the industry.
GIBSON: Custody is not what it was
four years ago because at one point there
were very few entities that would proud-
ly define themselves as a “local custodi-
an”; they all had aspirations to be global
custodians.A number of institutions have
recognized they can’t compete in that
market, but they now have pride in being
part of a sub-custody network, or provid-
ing local custody services for individuals
or entities that are in the local market that
want to have custody only in that market,
or an international client that wants to
buy securities in that local market.As a re-
sult, you’re finding a commoditization in
one sense, but you’re also seeing a high
degree of specialization. When we’re
looking at a service provider, what we re-
ally have to look at is, Do we want some-
one who is going to be a global partici-
pant, or do we want someone who’s
going to be able to help us specialize? 
CURTIN: There are other services that
custodians have brought to the market

that five or six years ago would never
have been thought to be offered by the
custody industry. Outsourcing is a great
example of the expansion of scope of
what custody providers are bringing to
the marketplace. But with that expansion
has come a “land grab” mentality that has
helped drive prices to the point where
they are maybe out of equilibrium.
GIBSON: Most economic analyses I’ve
seen say it’s impossible to make money in
pure, simple, basic custody, but that’s why
the client relationship you have is crucial.
The custodial relationship with the in-
vestment management firm gives you the
opportunity to look at their entire port-
folio and to step in and say,“You may not
be aware of this but we could help you.”
That has evolved into this entire range of
additional value-added services.
BAKER BALADY: I think you can
make money. It’s critical that you have a
very good understanding of your costs
and of the profit dynamics of every piece
of business. If you look at what you’re be-
ing asked to provide, it generally is not
custody alone.We’ve seen very few deals
that are custody alone.You need to have
an array of businesses, the businesses
where you’re offering cash solutions, se-
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curities lending, transition management
and other value-added services.
VIOLA: We have been assisting a pro-
gressive shift from traditional custody
and settlement services to “value-added”
services—from market intelligence, to
securities lending, in-sourcing of back-
office/administrative functions, solutions
to enhance cash and liquidity manage-
ment—to the point that I doubt they
could be considered “additional” ser-
vices.At the same time the core products
have had to become more robust and
sophisticated themselves. Banca Intesa
has, for instance, developed highly so-
phisticated multi-party clearing services
and customized value-added CSD ac-
count management and reporting ser-
vices that complement our fiscal repre-
sentative and issuer reporting services for
non-resident intermediaries.

GF: The custody business has come
through a period of intense regulatory
scrutiny. What is the current regulatory
environment, and how do you see it in
the near future? 
FORTIER: There’s been a significant
increase in the level of regulatory re-
quirements, compliance requirements

and so on, and they’ve been painful for
all participants.We at JPMorgan are for-
tunate to have an extensive support net-
work in terms of our risk management
and compliance teams, as well as unique
technology that helps us to undergo
self-assessment, as well as leverage for
our clients in their own regulatory re-
porting and assessments.
CURTIN: I feel at least the pendulum has
stopped the momentum it had in the di-
rection of intense regulatory scrutiny on
the part of every regulator that had an in-
terest in what custodians were doing.That
is absolutely from a global perspective.
Every aspect of our role as custodian has
been under some degree of inquiry, but
the pendulum is slowing down.
GIBSON: In the custody environment
there is a tendency to over-regulate,
which inhibits the ability of people to do
business. I hope the pendulum starts to
come back to a period of normality.
BAKER BALADY:We’re feeling the ef-
fects, certainly; if you look at the ADR
business, the regulations have all but
wiped that business away. People are
looking for other markets to launch be-
cause they can’t deal with all the regula-
tions in America.

VIOLA:There are multiple variables un-
derpinning the determination of the reg-
ulatory framework, and we are constantly
dealing with taxation, accounting, corpo-
rate responsibility, risk management, busi-
ness continuity, settlement finality and so
on, so it’s part of the service. It is also an
opportunity to leverage our expertise.

GF: Alternative forms of investment are
capturing a larger share of funds around
the world.What have custodians done to
better service investors in these alternative
investments? 
BAKER BALADY: We’ve created one
unit that is focused on alternative invest-
ing and covers everything from hedge
fund administration to derivatives process-
ing, real estate—whatever form of invest-
ing the clients are looking for.We’ve seen
dramatic increases in volumes on alterna-
tives. Our clients look to us not only for
the actual processing but very often for
some kind of consulting advice as well.
CURTIN:We, too, have paid a significant
amount of attention to the alternative
space. We put it within a concentrated
unit with hedge fund administration, de-
rivatives processing, venture capital, et
cetera. One major product innovation
that this industry has brought to its client
base in this space is the ability to handle
alternative investment processing, alterna-
tive investment accounting and alterna-
tive investment valuation.
VIOLA: The alternative investment in-
dustry remains a niche in Italy.The sup-
port of the custodians on that side has
been, first of all, at the market level.This
means contacts with the regulators, full
assistance and support from an adminis-
trative perspective. Banca Intesa has been
the first depo bank serving pure single-
manager Italian hedge funds.The market
is growing in providing traditional ser-
vices and new service support to the
hedge funds. Outsourcing (fund admin
and fund accounting) for the first time
has been officially approved for custodi-
ans/Italian depo banks, and Banca Intesa
is already positioned at the forefront of
the industry with resources and knowl-
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edge to support the hedge fund as well as
the overall mutual funds and asset man-
agement arena.

GF: Technology continues to drive
change in the custody business.What ma-
jor developments should we be aware of? 
CURTIN: We like to focus much more
on information delivery. Technology is
simply a tool that helps us get there. One
of the fundamental philosophical changes
that’s taken place is that our business to-
day is about a lot more than the custody
of securities. The focus has become the
custody of information. So the greatest
change that will continue to occur is how
you can use technology to be in the busi-
ness of investment information creation.
BAKER BALADY: Technology is an
enabler, not only for us but for the
clients themselves.We recently launched
a new client platform, called VIEWS,
that provides information reporting, et
cetera. It’s extremely comprehensive,
easy to use and customizable, and the
clients who are on it today have been
incredibly excited. They’re looking for
value added, and I think our job is pro-
viding them the information and en-
abling them to customize it so it be-
comes valuable for them.
GIBSON: As a buyer I would submit
that the organizations here are in the
business of data arbitrage. I really don’t
care what one does behind the scenes;
it’s getting the clients that data that al-
lows us to do our jobs better.The value
added of the custodial provider is that
they enhance and enable.
VIOLA: I would agree about the focus
on info delivery and on the importance
of making information available, translat-
ing and delivering available information
to the clients.That’s a field where we have
been investing a lot of time and resources.
At the same time, the closer you get to
the market structure, the higher would be
also your “rude” IT investment require-
ments:You have to be able to absorb tech-
nology shocks, to absorb the market
changes and so on.You have to deal with
new taxation requirements, settlement

systems, regulatory paths. The more you
are prepared to internalize such things,
the happier your clients will be.The re-
cent introduction of Express II, the new
settlement system in Italy, can be a very
good case study on “buffering” capabili-
ties of the agents. From the operational
and IT management perspective, we are
becoming more and more demanding
with our IT functions, to become more
flexible, closer to the market and eventu-
ally to our clients.

GF: Tell us about advances in the way
custodians deliver information to clients
and provide reporting and analytics.
BAKER BALADY: We are integrating
tens of thousands of data elements—not
just from the clients’ own portfolios, but
market data as well—and allowing our
clients to have the power. It’s made us
more efficient in our own office and
helps the clients in their offices.
VIOLA:We have a very sophisticated In-
ternet communication platform for our
clients, called SetWeb. It provides real-
time information on cash and securities
accounts, balances, movements, real-time
status on settlement transactions and so
on. On top of this we have new facilities

that provide our clients the capacity on-
line access varying from tax-related re-
porting, overview on all the accounts and
fiscal documentation in place, billing de-
tails in the cash and securities business, in-
struction tools, et cetera. It’s a big step and
perceived as powerful by our clients.
CURTIN:The Bank of New York has an
integrated Internet delivery platform,
called INFORM, which has been under
constant enhancement for the better part
of the decade, delivering all sorts of infor-
mation and analytics for our clients.There
is a constant race to provide more infor-
mation that helps clients monitor, sort
and analyze the vast amount of informa-
tion they need to maximize their assets.
FORTIER:We have fabulous informa-
tion that’s truly accessible to our
clients, but you still have to have the
experts available to the clients who can
answer their questions and meet their
needs directly.
GIBSON: If the industry would agree
to try to eliminate some of the opera-
tional fr iction in the back office, it
would make a great leap forward in the
industry. The Internet has been a
tremendous thing, but there are still sig-
nificant opportunities that exist. �
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